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KEY ECONOMIC INDICATORS: SWEDEN 


All value figures converted to millions of U.S. dollars and rounded off. | 


Memorandum items represent period averages (unless otherwise indicated). 


GDP BY COMPONENTS 1978 1977 1978 19792 


percentage change in volume 
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Central Government 1 
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MEMORANDUM ITEMS 1979 
Industrial Production Index (1968=100) 

Disposable Income 5% 
Retail Sales Index (1970=100) + 8.0% N/A 
Average Hourly Earnings + 6.9% + 6.8% + 8.5% 
Labor Force (in Thousands) 4,099 4.115 4,115 
Average Unemployment Rate 1.0% 2.2% 2.1% 
Central Bank Discount Rate, Year End 8.0% 6.5% 8.0% 4 
Yield on Industrial Bonds 9.82% 9.98% 10.25% 4 
Producer Price Index (1968=100) + 8.3% + 6.2% N/A 
Consumer Price Index (1949=100) +11.5% +10.1% + 7.0% 


TRADE AND BALANCE OF PAYMENTS! 


Exports, FOB 19, 100 21,800 26,400 


U.S. Share 5.2% 6.4% 6.8% 


Imports, CIF 20,100 20,600 27, 100 
U.S. Share 6.0% Loe 8.8% 


Balance of Trade - 1,000 + 1,200 - 700 
Balance on Current Account - 2,800 - 900 - 2,400 
Balance on Capital Account + 2,800 + 1,200 1,200 
Residual + 1,000 + 400 + 400 
Gold & Foreign Exch. Reserves, Year End 3,700 4,100 3,600 
Main imports from U.S. in 1978: Machinery, appliances, and telecommunications 
equipment, 507; Chemicals, pharmaceuticals, and plastic materials, 229; Foods, 
beverages, and tobacco, 144; Instruments and optical goods, 119; Motor vehicles and 
other means of conveyance, 35; Metallic ores and metal scrap 30; Coal and coke, 21. 


Sources: Ministry of Economic Affairs and the Budget, Central Bank of Sweden, 
Central Bureau of Statistics, and Economic Research Institute. 


Footnotes: |! Average exchange rates: 1977 $1.00 = Skr 4.48; 1979 $1.00 = Skr 
4.20. 2 Embassy's revision of forecast in Revised National Budget dated April 
1979. Expressed as a percentage of previous year's GDP. 4 as of September 27. 





SUMMARY 


1979 has been a good year in Sweden, perhaps too good. Growth rates began to 
go up in 1978, as moderate increases in total labor costs enabled Swedish 
exporters to take advantage of recovery abroad and of earlier devaluations of 
the Swedish krona. However, as the rate of recovery accelerated in 1979, 
other sectors of the economy began to claim their share. Private consumption 
will probably grow by more than 3 percent in volume after two years of 
negative growth. The public sector, despite boom conditions, is continuing to 
stimulate the economy to the tune of 3 percent of GDP. Inventory accumulation 
will be up strongly and private investment will not be far behind. Meanwhile, 
the 1978 trade surplus has evaporated in the face of oil price increases and a 
strong resumption of demand for imports. Inflation rates are already on the 
way up, even though to date the excess above 5 percent is largely attributable 
to import prices. 


1980 could easily produce a text book case of excessive demand. If the 
current collective bargaining round results in total labor cost increases in 
excess of 10 percent in 1980,a sizable cost-push element would be added to 
inflationary pressure. Unit labor costs have declined steadily vis-a-vis 
Sweden's major competitors in 1977, 78 and 79, and a reversal of that trend 
would seriously delay the nation's effort to return to external balance in the 
mid-80's. Bottlenecks, especially skilled labor supply may also pose a 
serious problem. 


Economic policy makers must also wrestle with the fact that tax increases, as 
a tool to limit domestic demand, can have a pernicious effect by way of 
causing increased wage demands. As if that were not enough, the country is 
also in the throes of a debate over nuclear energy, a debate which will not be 
settled until a referendum is held in April 1980. We continue to be 
optimistic about Sweden's ability to cope with its problems. Decision-makers 
in labor, business and government are remarkably adept at assessing the 
realities facing the economy. The oil price increases of this summer may 
prove paradoxically beneficial here in the sense that they have brought home 
with a vengeance the external realities facing any small, open industrialized 
economy today. Our best guess is that consumer prices can be held to a rate 
of increase under 10 percent in 1980, the current account deficit can be kept 
under Skr 10 billion and GDP can still go up by well over 3 percent. These 
results can be attained without a devaluation of the krona, and without 
threatening Sweden's still fairly substantial foreign exchange reserves, 
although more external borrowing will clearly be in store. 


Although U.S. exporters can not expect to repeat their exceptional sales 
performance registered so far in 1979, prospect are still good. This is 
especially true for the capital goods sector. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Recovery in 1979. 1979 has been a successful year in many ways. Real GDP 
will probably exceed 1978 by 5 percent in real terms. Industrial production 
is likely to be up by over 6 percent and productivity should increase by 
around 8 percent. Unfortunately, the rapid recovery has brought with it a 
much larger current account deficit than was anticipated (at least 10 billion 
kronor) and more inflation than was forecast (CPI up by as much as 7 percent 
over 1978). 


The outlook for 1980. Rapid growth in 1979 carries obvious dangers for 1980. 
If private consumption continues to grow at a 3 percent clip (in 1975 prices) 
in 1980, it will overheat the economy. The rate would have been well above 3 
percent in 1979 had not import prices (with oil leading the way) jumped so 
much that the growth of real disposable income was slowed to under 2 percent. 
The oil prices' depressing psychological effect on consumers may prove 
temporary, and we expect at least a 2 percent rate of growth in 1980. Public 
consumption has also been rising by more than 3 percent per year in constant 
prices. Although the central government will probably be held to around a 1 
percent increase in 1980, local governments--70 percent of the total--will 
push the total growth rate up to nearly 3 percent again. Gross investment 
will probably be up by as much as 5 percent next year, and inventory 
accumulation is likely to be over 1 percent of 1979 GDP. 


Consumption is playing a significantly larger part in the current upswing of 
the economy than it did in earlier cycles. In 1973, the last upswing, private 
and public consumption went up by only 1.8 and 2.5 percent, respectively. 
Exports were up by 14.8 percent, and gross private investment up 9.5 percent. 
These figures demonstrate the need to dampen consumption and to stimulate 
exports and investment. 


Another problem is continuing immobility in the labor market. Attitudes and 
policies have changed since the 1950's and 60's, and other problems such as 
insufficient housing in Stockholm and other high-employment areas hold back 
those who wish to move. Bottlenecks in labor supply could add considerably to 
inflationary pressurés in 1980, especially with underutilization of labor 
gradually disappearing. 


Equally important, Sweden has already borrowed a good deal abroad to cover its 
external deficits of the past four years. In order to repay those debts, the 
economy should run a surplus vis-a-vis the rest of the world as soon as 
possible. That will not happen if consumption continues to grow rapidly. 


External Accounts. Earlier this year the Swedish Government was confidently 
expecting a trade surplus of more than Skr 4 billion. Now it appears the 
trade account will be in deficit by more than Skr 3 billion. OECD and other 
forecasts indicate that the volume of world trade will almost certainly grow 
slower in 1980 than in 1979. This does not mean disaster for Sweden, for its 
exports traditionally do better after the peak of the business cycle abroad. 
Exporters will probably continue to regain market shares slowly. In national 
income account terms, an export volume growth of 6 percent or slightly more is 
attainable in 1980. However, this is dependent upon moderate growth of total 
labor costs and no increase in the relative prices of Swedish exports. 





Imports in 1979 have jumped upward dramatically--the final volume growth rate 
in the national income accounts could be as high as 13 percent, versus 9.5 
percent forecast. Part of the upward surge is due to a catch-up effect after 
two years of negative real import growth; and another part is due toa 
resumption of inventory demand. The volume spurt was recorded despite a 
decrease in the volume of oil imports, which, however did not prevent Sweden's 
total oil bill from increasing by some 4 to 6 billion kronor, due to increased 
prices. In 1980 the total bill for imports should go up by no more than 6 
percent in real terms if domestic demand and cost pressures are contained. 
This would produce a trade balance only slightly in deficit, in the absence of 
further oil price increases. 


Slight gains in shipping income, and a slight reduction in the net tourism 
deficit, will not prevent a 10 billion kronor deficit on services and 
transfers. Even with a positive correction item (uncounted exports of goods 
and services), the current account deficit would then be at least 8 billion 
kronor. (This figure must be considered a "best case" scenario which assumes 
a variety of favorable developments. The most vulnerable assumption is that 
unit labor costs will rise by no more than 5 percent.) 


Labor Costs. The key to Sweden's prospects in 1980 will be shaped mainly by 
the collective bargaining round which will get under way this month and could 
last well into 1980. During 1974-76 labor costs rose by 42 pecent, while 
productivity declined. In 1978 and 1979, moderate wage settlements and 
elimination of the payroll tax held total labor cost increases to only 10.8 
and 8.5. percent in 1978 and 1979, respectively, while productivity rose by 5.4 
and an estimated 8 percent. As a result, unit labor costs declined handsomely 
relative to other countries, and Swedish exporters could take advantage of 
devaluation to reclaim part of their lost export markets. The increase in oil 
prices has had the therapeutic effect of sensitizing both labor and management 
to the threat of inflation, to such an extent that it is now possible total 
labor costs will go up by no more than 10 percent in 1980. Productivity gains 
will probably be back below the 1978 level, but if the increase of unit labor 
costs is held to around 5 percent Sweden should at least hold its own 
vis-a-vis the rest of the world. 


Fiscal Policy. Labor's demands are intimately linked to fiscal policy. In 
this highly taxed society any decision to dampen consumer spending via 
increased taxes can easily be counterproductive, for wage and salary demands 
may be boosted upward to compensate. Cuts in certain public expenditures, and 
tax cuts for business, could also produce demands by labor for wage 

increases. Some cut-back in public spending, coupled with some measures to 
reduce demand, appears to be mandatory next year, however. The Government has 
estimated that the sum of public-sector actions would provide a stimulus to 
the economy roughly equal to 3.1 percent of GDP in 1979, a higher figure than 
was registered during any of the recent years of economic stagnation. 


The combined public-sector deficit, including surpluses in the social security 
and local governments sectors and counting lending financed by the budget as a 
deficit, was around Skr 17 billion in FY 1979 (ended June 30, 1979). 


The non-socialist parties which won a combined majority of one seat in the 
Riksdag elections in September are now forming a coalition Government which is 
almost certain to reduce marginal income taxes but increase specific taxes on 
energy and on "luxury" items including liquor and tobacco. Otherwise, the 





economic policies of the new Government are as yet perceptible only in dim 
outline. At any rate the FY 1980 budget is already relatively fixed, and it 
would appear that theexpected stimulus of around 3 percent of GDP in 1980, 
cited above, will be via a public-sector deficit probably in the neighborhood 
of Skr 20 to 25, billion--which will exacerbate the existing problem of excess 
liquidity. 


Monetary policy. Liquidity is quite high in Sweden, both among financial and 
non-financial firms. Early this year M3 (money supply broadly defined) was 
growing by a year-on-year rate of around 17 percent. Total private lending in 
the first six months was 25 percent above the first half of 1978. The 
Riksbank has recently been tightening the screws, and M3 growth was under 12 
percent in September, year-on-year. The rediscount rate was raised in July to 
7 percent, and in September to 8 percent. Although primarily intended to 
prevent capital outflows and stimulate private borrowing abroad, this measure 
will also help reduce domestic demand. The Riksbank has also exercised moral 
suasion (an extremely effective tool in Sweden) to cut back on lending for 
consumption and for purchase of real estate. Fairly substantial increases in 
interest rates paid on savings accounts offers savers the possibility of a 
positive real rate of return. This should help increase the savings rate and 
restrain the growth of consumption. 


Foreign Exchange. Sweden has experienced a fairly sizable outflow of foreign 
currency during 1979. Even with official borrowing of over six billion kronor 
in 1979 to date, official reserves declined from Skr 20 billion to 16 billion 
in the 12-month period ending October 5, 1979. The new higher rediscount rate 
will help stem this flow, although such movements are still largely dependent 
upon what happens in money markets outside Sweden. Moreover, with private 
liquidity high in Sweden, there is not nearly as much incentive to borrow as 
there was in 1977-78. Foreign exchange reserves still covers almost 14 
percent of likely imports in 1979 and almost 4 percent of GDP, however, so 
there is no immediate cause for worry. Even if the current-account deficit 
approaches Skr 15 billion, as the most pessimistic observers have forecast, 
Sweden will be able to borrow enough, publicly and privately, to prevent a 
serious run on the krona in 1980, notwithstanding the fact that Sweden has 
already gone from a net international creditor position of 13.8 billion kronor 
in 1974 to a net debtor status of 20 billion kronor in 1979. The latter 
figure is still less than 5 percent of GDP, as compared with much higher rates 
in some comparable countries (e.g. 40 percent in Norway.) There appear to be 
no grounds for expecting any significant movement of the krona--devaluation or 
revaluation--during 1980. Swings in the krona value against individual 
currencies are likely to balance out within the market basket against which 
the Riksbank maintains the krona's value. 


Inflation. The final rate of inflation in 1979 will certainly be above the 6 
percent increase in the CPI forecast earlier by the Government. A figure of 7 
percent would not be too surprising. At least one percentage point of the 
inflation rate is due to oil price increases, and another one to two points is 
due to other imported inflation. Prices of domestic goods have thus been 
going up relatively moderately, but that trend is now threatened by the 
rapidly rising domestic demand and bottlenecks in labor supplies. Some 
economists in Sweden are now forecasting double-digit rates in 1980, but it 
still seems possible to hold the rate below 10 percent if the new Government 
acts promptly and the labor-management negotiations take due account of the 
threat of inflation. 





Energy Policy. Sweden will be holding a referendum on nuclear energy in the 
spring of 1980. Public opinion polls have been fluctuating, one poll showing 
a majority for nuclear energy, the next a majority against. The outcome may 
be determined by how hard the coming winter proves to be--rationing of heating 
oil may be necessary if stocks are not rebuilt fairly soon. As the new Prime 
Minister is an outspoken opponent of nuclear energy, his administration will 
presumably ‘strive to fend off rationing. The nuclear issue has loomed large 
in Swedish politics in recent years, and the referendum will have important 
political as well as economic ramifications. 


IMPLICATIONS FOR THE US 


U.S. exports to Sweden during the first 6 months of 1979 were up 
31 percent over the same period in 1978. In dollar terms, U.S. 
exporters have sold almost as much to Sweden during the first half 
of 1979 as they did during all of 1978. The U.S. share of the 
Swedish import market has risen in a few years from 6.4 percent 

to over 8 percent. The United States now has the third largest 
share of the market. 


As noted in the preceding section, however, Sweden has been 
importing at an unusually high rate this year, and next year 

the rate will probably slacken significantly. Accordingly, U.S. 
exporters will have to maintain what has been gained this year 

and to score further gains. The United States does have several 
advantages in the competitive struggle. Highly competitive prices 
resulting from a depreciated dollar will help. Also, investment in 
Sweden is beginning to take off in response to the Swedish economic 
upswing, which means that U.S. exporters of capital equipment and 
high-technology items can expect increasing demand. Marketing 
expertise will also be a definite plus. 


All too often, marketing strategy has been ignored by the American exporter. 
U.S. firms would be well advised to approach the Swedish market much as they 
approach the domestic market. Marketing strategies must be carefully planned 
and conscientiously carried out. Exporters who sell in Sweden through local 
distributors or manufacturers' representatives should provide them with the 


same kind of marketing support they provide their domestic distributors and 
agents. 


In no sector is good marketing more important than in the promising field of 
consumer goods. Competitive U.S. prices, and a trend among Swedes to a more 
casual, American-type life style, have made U.S. consumer goods quite 
attractive in this market, and there is room for expansion. Competition in the 
consumer goods area will be fierce, however. The creation of strong brand 
identification will be important. "Sporting and leisure time equipment and 
apparel" has been chosen by the Embassy as an area for promotional emphasis 
next year, and we expect that exhibitors in relevant U.S. trade shows will see 
more business-minded Swedish visitors than ever before. 


Promotional efforts will be concentrated on business equipment and 
systems and on encouraging Swedish tourism to the United States. 
The U.S. Travel Service now conservatively forecasts that Swedish 
tourism will contribute $68 million in U.S. coffers in 1979. In 
addition, the Embassy plans to test or survey Swedish markets for 
food-processing and packaging equipment, pulp and papermaking 
equipment, communications equipment, metalworking equipment, 





building construction equipment and supplies, and occupational 
safety and health equipment. Many of these products will benefit 
from the recent Multilateral Trade Negotations (MTN) Treaty reducing 
both tariff and non-tariff barriers. Lowered barriers will help 
U.S. exporters compete with Common Market exporters who benefit 

from a free-trade agreement with Sweden. 


Observers of the U.S. financing scene will also notice more 

activity there by Swedish banks. The Skandinaviska Enskilda Bank, 
the Post and Kredit Bank, and the Handelsbank have received 
permission to issue commercial paper in the United States. Although 
interest rate differentials may discourage activity in the short- 
term, over the longer run we expect tO see all three banks play 

an active part in the U.S. market. 


% U. S. GOVERNMENT PRINTING OFFICE : 1979--311-056/206 





